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THE REPORTING ENTITY AND ITS SERVICES 
 
The County of San Bernardino, located in Southern California, was established by an act of the State 
Legislature on April 26, 1853, forming the County from the eastern part of Los Angeles County.  The County is 
a charter law county divided into five supervisorial districts on the basis of population. The County encompasses 
an area of over 20,000 square miles and includes twenty-four incorporated cities.  In terms of land area, it is the 
largest county in the contiguous United States.  The County is also one of the fastest growing areas in the 
nation and is the fifth most populous of the 58 counties in California. 
 
The County provides a wide range of services to its residents including police protection, criminal prosecution, 
medical and health services, education, senior citizen assistance, roads, library services, support for judicial 
institutions, airport service, cultural and environmental services, parks and a variety of public assistance 
programs.  Special districts and county service areas provide services to remote geographical areas and rapidly 
growing communities.  These services include fire protection, parks, flood control, water, sewer, street lighting, 
and roads. 
 
The accompanying Basic Financial Statements include all organizations and other entities, functions and 
activities of the County for which the County Board of Supervisors is financially accountable.  Also included are 
numerous self-governed school and special districts, for which the County acts as depository.  The financial 
reporting for these entities, which are governed and act independently of the County of San Bernardino, is 
limited to reporting, as Investment Trust Funds, the total amount of cash and investments and other assets 
collected for, disbursed by, and held for, these entities. 
 
 

INTERNAL CONTROLS 
 
The County's internal accounting control system exists to provide reasonable, but not absolute, assurance that 
assets are safeguarded against loss or unauthorized disposition and to provide reliable records for preparing 
financial statements and maintaining accountability for assets.  The County's Internal Audits Division actively 
participates in evaluating and upgrading the internal accounting control system. 
 
As a recipient of federal and state financial awards, the County also is responsible for ensuring that an 
adequate internal control structure is in place to assure compliance with applicable laws and regulations related 
to public assistance programs.  This internal control structure is subject to periodic evaluation by management 
and the internal audit staff.  
 
The County uses the modified accrual basis of accounting for its Governmental, Expendable Trust and Agency 
Funds.  Revenues are recognized when they become measurable and available to finance operations of the 
year.  Expenditures are generally recognized when the related fund liability is incurred except for principal and 
interest on long-term obligations, which is recognized when payment is due.  The accrual basis of accounting is 
used for all Proprietary Fund Types and the Investment Trust Funds.  Revenues are recognized when they are 
earned and become measurable and expenses are recorded when they are incurred. 
 
The objective of budgetary control is to ensure compliance with legal provisions embodied in the annual 
appropriated budget approved by the County's Board of Supervisors.  Budgets are adopted for the General 
Fund, certain Special Revenue, Debt Service, and Capital Project Funds.  The level of budgetary control (that is, 
the level at which expenditures cannot legally exceed the appropriated amount) is maintained at the 
expenditure object level.  Encumbrance accounting is utilized to assure effective budgetary control; purchase 
orders and contracts are reviewed and a determination is made that valid and sufficient appropriations exist for 
payment for ordered goods and services.  Encumbrances outstanding at year-end do not constitute 
expenditures or liabilities.  Unencumbered appropriations expire at year-end and encumbrances outstanding at 
that time are reported as reservations of fund balance for subsequent year expenditures. 
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CASH MANAGEMENT 
 
The County Pool represents monies entrusted to the County Treasurer by the County of San Bernardino, and 
by school and special districts, and other entities within the County.  State law requires that all operating 
monies of the County, school districts and certain special districts be held by the County Treasurer.  In 
addition, there are approximately $55 million in “discretionary deposits.”  The County Pool does not include 
investments of the Deferred Compensation program or the County Employees' Retirement Association, which 
are separately managed. 
 
The County by law pools its cash to facilitate investment opportunities for increasing interest income.  The 
County's pooled cash and investments include U.S. Government and agency securities, commercial paper, 
money market mutual funds, negotiable certificates of deposits and repurchase agreements.  The average rate 
of return on investments during fiscal year 2003-04 was 1.89% and the majority of investments were classified 
in the lowest credit risk category (see Note 6 to the Basic Financial Statements). 
 
In accordance with GASB Statement No. 31, “Accounting and Financial Reporting for Certain Investments and 
for External Investment Pools,” the pooled cash and investments held in the County Treasury are reported at 
their fair value at June 30, 2004, which is $11,773,800 less than amortized cost. 
 
Monies deposited in the County Pool by the participants represent an individual interest in all assets and 
investments in the County Pool based upon the amount deposited.  Interest income, gains and losses are 
distributed quarterly to the participants based on their average daily balance.  Currently, Standard & Poor’s 
Ratings Service rates this investment pool S1+ for market risk and AAAf for credit quality, which are the highest 
ratings attainable.  Fitch’s current rating for the County pool is AAA/V-1+, for meeting the highest credit quality 
standards for underlying assets, diversification, management and operational capabilities.  Moody’s Investors 
Service also rates the investment pool at its highest credit rating, Aaa, and safest market risk rating, MR1.  
Amounts held in the County investment pool are invested in the Pooled Investment Fund of the County (“County 
Pool”), which invests in securities according to the Investment Policy adopted by the Board of Supervisors for 
the County Treasurer-Tax Collector as authorized by Section 53601 of the Government Code of California. 
 
The Treasurer's investment policy allows for the purchase of a variety of securities with limitations as to 
exposure, maturity and ratings varying with each security type.  The composition of the portfolio will change 
over time as old investments mature or are sold, and as new investments are made.  The Pool provides monthly 
reporting of its assets by sector, average life, fair value and other features to both the Board of Supervisors and 
the County Treasury Oversight Committee who also approve the investment policy. 
 
The County’s Investment policy does not allow investments in derivative instruments in the treasury pool.  None 
of the securities held by the County Pool are considered structured notes that incorporate “derivative” features, 
i.e., interest rates tied to alternative indices, formulas or other pricing features.  Derivative securities exclude 
traditional floating rate securities tied to indices such as LIBOR, T-Bills, Fed Funds, etc.  In addition, the 
County Pool does not invest in, nor has it ever invested in, “inverse floaters” nor does it invest in reverse 
repurchase agreements. 
 
The fair value of the Pool will depend upon, among other factors, the maturities and types of investments and 
general market conditions.  The current (June 30, 2004) market value analysis indicates an unrealized loss of 
approximately $11.77 million.  Historically, the Pool has held most of its securities to their respective maturity 
dates.  
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At June 30, 2004, approximately $55 million of the Pool assets are attributable to “discretionary” participants 
who are not legally required to deposit funds in the Pool.  Such participants may withdraw their funds from the 
Pool upon 30 days' notice to the Treasurer, and only with prior approval of the Treasurer.  The liquidity of the 
Pool will vary depending upon the mix and type of investments therein, and the net cash inflows and outflows at 
any given time.  The Treasurer-Tax Collector manages the Pool to ensure sufficient liquidity exists, given 
reasonable anticipated cash needs.  Current liquidity in the portfolio, consisting of cash, cash equivalents and 
investments with maturities of less than 60 days, is approximately $985,861,922.  The weighted average 
maturity of all investments at June 30, 2004 was 316 days, with an effective duration of 0.71 years. 
 
The County believes that the County Pool is prudently invested and that investments therein are scheduled to 
mature at the times and in the amounts that are necessary to meet the County's expenditures and other 
scheduled withdrawals. 
 
The County utilizes a Countywide banking program with a major bank, which is referred to as “Consolidated 
Banking," which accelerates the collection and deposit of monies by participating departments into the County 
Treasury making them readily available for investment. 
 
 

DEBT MANAGEMENT 
 
The County maintained the top debt rating for short-term issues throughout fiscal year 2003-04.  For other 
issues, Standard & Poor's rating is A with stable outlook, and Moody's rating is A2.  The following is a 
summary of the County's short-term borrowing highlights of 2003-04. 
 
SHORT-TERM BORROWING 
 
In July 2003, the County issued Tax and Revenue Anticipation Notes totaling $140,000,000.  The notes were 
issued at a nominal rate of 1.50% and a true interest cost of 0.804%.  Standard & Poor’s Rating Service and 
Moody’s assigned ratings of SP-1+ and MIG1 respectively.  These notes matured on July 1, 2004.  The 
proceeds of the notes were used to meet the County’s cash flow needs including General Fund expenditures 
(both current and capital expenditures). 

 
RISK MANAGEMENT 

 
The County has self-insurance programs for public liability, unemployment insurance, employee dental 
insurance, hospital and medical malpractice liability and Workers' Compensation.  Public Liability claims are 
self-insured up to $250,000 per claim or occurrence.  Excess insurance coverage over the SIR up to 
$30,000,000 is with CSAC Excess Insurance Authority Liability Program II (CSAC EIA). 
 
All public officials and County employees are insured under a blanket Comprehensive Disappearance, 
Destruction and Dishonesty Policy covering County monies and securities, also with CSAC EIA with a 
$100,000 deductible and excess limits up to $10,000,000 per claim or occurrence. 
 
Workers' Compensation claims are self-insured up to $1,000,000 per claim or occurrence.  Excess limits up to 
$2,000,000 for Employers' Liability and statutory Workers' Compensation limits are provided by an excess 
Workers' Compensation Insurance Policy through the CSAC EIA. 
 
Property damage claims are insured with the CSAC EIA through the Property Program over a $25,000 
deductible. 
 
The activities related to such programs are accounted for in the Risk Management Fund (an Internal Service 
Fund) except for unemployment insurance and employee dental insurance which is accounted for in the 
General Fund.  The liabilities included in the Risk Management Fund are based on the results of actuarial 
studies and include amounts for claims incurred but not reported and allocated loss adjustment expenses.   
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It is the County's practice to obtain actuarial studies at least biennially.  Revenues of the Risk Management 
Fund together with funds to be provided in the future, via the Security Payment Program or GIC, will provide 
adequate resources to meet public liability, workers' compensation, property and hospital and medical 
malpractice liabilities as they come due. 
 
 

MAJOR INITIATIVES
 

In June 2004, the County issued $463,895,000 of Pension Obligation Bonds consisting of $189,070,000 
Series 2004 A Fixed Rate Bonds, $149,825,000 Series 2004 B Auction Rate Bonds and $125,000,000 Series 
2004 C Index Bonds.  The bonds are insured and have been rated Aaa by Moody’s and AAA by Standard & 
Poor’s.   The final maturity of the 2004 Series A bonds is August 1, 2018.  The final maturity of the 2004 Series 
B and 2004 Series C bonds is August 1, 2023.    
 
The bonds were issued to pay the County’s Unfunded Accrued Actuarial Liability (UAAL) that existed at June 
30, 2003.  This liability was owed to the San Bernardino County Employees’ Retirement Association 
(SBCERA), and, if not paid, would have been amortized over a period of 20 years, at an interest rate of 8.16%.  
 
The average coupon on the Series 2004 A bonds is 5.56%.  The Series 2004 B and 2004 Series C bonds are 
variable rate bonds. In connection with the issuance of the 2004 Series C bonds, the County entered into an 
interest rate swap agreement.  This agreement effectively exchanges the variable rate liability on the Series 
2004 C bonds to a fixed rate of 6.382%.   
 
Although the interest rate on the 2004 Series B bonds will fluctuate over time, the County estimates, using 
historical interest rate trends, that the overall blended interest rate on all the 2004 bonds (Series A, B and C) 
will be 5.52%.  When compared to the 8.16% interest rate that would have been charged by SBCERA, the 
County anticipates that it will save approximately $194 million dollars between July 2004 and August 1, 2023 
due to the issuance of these Pension Obligation Bonds. 
 
 

The County of San Bernardino Human Resources Department, Employee Benefits and Services 
Division, added a valuable new dimension to customer service this year with the annual Open Enrollment 
process accomplished entirely on-line through eBenefits. Open Enrollment is an annual opportunity for 
employees to change their benefit selections.  
 
eBenefits facilitates employee self-service in managing a variety of benefits, and provides employee access 24 
hours per day, either over the Internet or the County Intranet website. Benefits staff established a variety of 
orientation methods to assist employees in switching from paper to on line services including: 
 

§ eBenefits Help Sessions in various locations 
§ Departmental cooperation in arranging local access for employees without computers at work or at 

home 
§ County library computers available for employees to use 
§ Individual assistance upon request from Benefits staff 
§ Help Desk support 

 
Implementation of eBenefits eliminated paper-processing costs, including the necessity for temporary help and 
overtime for existing staff. In addition, the cost for scanning paper documents was reduced by utilizing on-line 
enrollment. The release of eBenefits this year resulted in an overall estimated cost savings of $52,000 as 
compared to the year before.   
 
Initial feedback indicates employees responded favorably to eBenefits and found the Open Enrollment on-line 
process quick, easy and secure. Average time spent completing enrollment was under fifteen minutes.  
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The Grand Prix Fire began in North Fontana in the afternoon of October 21, 2003.  It quickly spread into 
the San Bernardino National Forest; then, aided by Santa Ana winds, into the communities of Lytle Creek, Alta 
Loma, Etiwanda, Rancho Cucamonga, Upland, Claremont, La Verne, and San Dimas.  Over 54,000 people 
were evacuated before it was contained on November 4th.  The Grand Prix burned 69,894 acres, destroyed 194 
homes and 1 commercial structure, and caused 35 injuries.  The cost to fight this fire was $11,544,000. 
 
While the Grand Prix Fire continued to burn, the Old Fire began in Waterman Canyon the morning of October 
25th.  It spread downhill into San Bernardino and in to the City of Highland.  The Santa Ana winds subsided and 
the west winds then pushed the fire into the dead, dying, and diseased San Bernardino National forest and the 
many communities located there.  Before it was contained on November 4th, the Old Fire burned 91,281 acres, 
940 homes, and 30 commercial structures.  Although this fire claimed six lives and injured 12, over 70,000 
people were evacuated safely at night, without power.  The cost of this fire was $37,650,000. 
 
San Bernardino County’s pre-planning efforts paid off.  The County’s Emergency Operations Center (EOC) was 
instrumental in multi-agency and interdepartmental coordination, evacuation planning, and providing shelters for 
both residents and animals.  The County established a Fire Emergency Local Assistance Center (FELAC) to 
provide assistance, information, and services to evacuees.   
 
The San Bernardino County Fire Department was part of the unified command for both fires and played an 
integral part in the management of the incidents through resource management, pre-planning, incident 
oversight, Incident Command, and operations supervision. 
 

 
ECONOMIC CONDITION AND OUTLOOK 

 
The County of San Bernardino consists of an area of more than 20,000 square miles, and is the largest County 
in the contiguous United States.  The County contains 24 incorporated cities and has a diverse population of 
more than 1.8 million people. 
 
In 2003, Entrepreneur Magazine, in conjunction with Dun and Bradstreet rated the San Bernardino/Riverside 
County (Inland Empire) area as the 5th best location in the West for entrepreneurs, and the 4th best area in the 
West for Job Growth.  In March of 2004, Inc. Magazine ranked the Inland Empire 2nd in the nation for 
entrepreneurs in the large metropolitan area category.  In the article, economist Joel Kotkin referred to the San 
Bernardino/Riverside metro area as “The Golden State’s Energizer Bunny”.  These findings mirror the State’s 
own job outlook for San Bernardino County. 
 
While job growth slowed in California and the rest of the nation in 2003, the Inland Empire continued its trend of 
job growth, even in the face of the state’s budget crisis and widely-recognized non-favorable business climate.  
The Inland Empire lead the rest of Southern California with weakened, but steady job growth, according to 
economist John Husing. 
 
Total residential building permits for San Bernardino and Riverside Counties were up 54.2% in 2003 over the 
2002 figure. Some San Bernardino cities, such as Hesperia, saw a 300% increase over the 2002 figure.  Sales 
of new and existing homes in the County continue to rise, due to the continued demand for affordable housing. 
And while the recent explosion in housing prices has had a negative effect on housing affordability, San 
Bernardino still enjoys the most affordable housing in all of Southern California.  According to Dataquick, a real 
estate information service, median prices in San Bernardino County are still nearly $80,000 less than Riverside 
County, our closest competitor, and over $300,000 less than Orange County’s median housing price. 
 
The affordability of land in San Bernardino County continues to attract business and industry, as does the 
County’s outstanding transportation network.  Ontario International Airport was recently dubbed, “LA-Ontario” by 
the Los Angeles World Airports (LAWA) as part of a massive media campaign to increase passenger volume at 
the Ontario Airport. LAWA is encouraging the growth of Ontario International Airport, which has the  
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